
  *
  , 

J . , . ,  , 

. Internal Revenue Service Department of":(he 

Washington, DC 20224 

. . 
I , 

Person to Contact:'. 
 

 Telephona Number: 
  ! :. ' I  

Refer Rer ~y to: 

Dear ~pplicant : , .. . .., - ..... ,:,? ;,::it. /.:':in*r. RSV.  SZa. :;If.. . L1'... ..,+>. * 
E . 0.  

We have considered your app1ic&f$n.:f~~ recoqqi  of 
exem~ti on from federal income tax as 'an8"6raanization described in 
section 501 (c) (3) of the Internal Revenue Zdde. 

' 

You were incorporated on , under the nonprofit 
laws of the State of  to help in the revitalization 
plans for the downtown area of  .  You have 
indicated that this is a blighted, deteriorated area of the city, 
in need of much assistance. 

You have listed your specific purposes as the following: (1) 
to plan, coordinate, and/or participate in development of various 
public interest real estate projects in the downtown area; (2) to 
maintain, improve, or beautify parks, streees, walkways, sewer, 
public buildings, or vacant undeveloped areas; (3) to promote, 
foster, encourage, and sponsor discussion groups and correct 
abuses to areas of common interest within the community; (4) 
combat community deterioration; (5) educate and inform citizens 
on topics of interest and concern to the community; and (6) 
promote constructive relationships between 1 6 ~ ~ 1 1  bodies and 
private businesses and citizens. 

In one flyer you provided, you list thg following services 
you will provide: (1) free architectural consultation for 
building rehabilitations including facade improvements, signs, 
and building maintenance; (2) free contractor location and 
referral service; (3) information of tax credits available for 
building rehabilitations; (4) free consultation on advertising 
and ad layout; (5) free consultation on promotional activities 
for small businesses; (6) information on organizing festivals and 
events; (7) information on running a small business including new 
business locations, store mix, inventory expansion, and window 
display; (8) demographic and retail sales statistics for  

; (9) information on methods of financing for facade 
improvements; and (10) assistance and/or information on any itaa 
concerning the revitalization of downtown. 

, an 
organization recognized exempt under sectian 501(c)(3), launched 
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the  proGram in  to help smaller communities. In 
, , 

also exempt under section 501(c)(3), started its  
program.  was accepted 4hto the program in , 

. 

The  program revitalizes d & h $ o p  buildings to 
house new economic functions and to becomethe;Qasis for 
marketing a more distinctive image of the downti~wn to shoppers, 
residents, investors, and visitors. I 

Section 5Ol(c)(3) of the Internal Revenuer Code provides for 
recognition of exemption from Federal income tax of organizations 
which are organized and operated exclusively foe, among other 
things, charitable or educational purposes, noepart of the net 
earnings of which inures to the benefit of any private 
shareholder or individual. 

A 1  

Section 1.501 (c) (3) -1 (a) (1) of the Incomet ,Fax Regulations 
provides that in order to be exempt as an orgqnization described 
in section 501(c)(3) of the Code, an organizaedon must be both 
organized and operated exclusively for one or more of the 
purposes specified in that section. If an orgbnization fails to 
meet either the organiz'ltional test or the operational test, it 
is not exempt. 

Section 1.501(c) (3) -l(b) (4) of the remlations provides that 
an organization is not organized exclusively for one or more 
exempt purposes unless its assets are dedicntegl to an exempt 
purpose. An organization's assets will be conbidered dedicated 
to an exempt purpose, for example, if, upon dissolution, such 
assets would, by reason of a provision in the organization's 
organizing document, or by operation of law, be distributed fcr 
one 0'' more exempt purposes, or tc t'hd Federal g>vernment, or to 
a State or local government, for a public purpose. 

Section 1.501 (c) (3) -1 (c) (1) of the regulations provides that 
an organization will be regarded as "operated r~xclusively~' for 
one or more exempt purposes only if it engages, primarily in 
activities which accomplish one or more of thq exempt purposes 
specified in section 50l(c)(3) of the Code. Xn organization will 
not be so regarded if more than an insubstantial part of its 
activities is not in furtherance of an exempt purpose. 

Section 1.501(c) (3) -l(d) (1) (ii) of the regulations provides 
that an organization is cot organized exclusively for any of the 
purposes specif led in section 501 (c) (3) unless' it serves public, 
rather than private interests. Thus, an orbanhation applying 
for tax exemption under section 501(c)(3) must,establish that it 
is not organized or operated for the benefit of private 
interests. 



' I  * 

- 3 -  
4 
if! t 

d 

(, :.t 

The sipreme Court  he ld  i n  B e t t e r  Business r k r e a u  v. United 
S t a t e s ,  326 U.S. 279 (1945),  t ,nat  a  s i n g l e  nonekhmpt purpose, i f  
s u b s t a n t i a l  i n  n a t u r e ,  would prec lude  an o rgan iza t ion  from 
qua l i fy ing  under s e c t i o n  501(c ) (3 )  of t h e  Code, 

a !! 
Rev. Rul. 76-408, 1976-2 C.B. 145, h e l d  t&$t an o rgan iza t ion  

t h a t  provided i n t e r e s t - f r e e  home r e p a i r  l o a n s  '$.K a badly 
d e t e r i o r a t e d  urban r e s i d e n t i a l  a r e a  t o  low incb$e homeowners who 
a r e  unable t o  o b t a i n  loans  elsewhere was exDmpfNmder s e c t i o n  
501(c) (3)  . 'I: 

fi ;" 

Rev. ~ u l .  74-587, 1974-2 c.'B. 162,  he14 ek6mpt an 
o rgan iza t ion  t h a t  was providing f i n a n c i a l  afdsi~ikance t o  bus iness  
e n t e r p r i s e s  i n  economically depressed a r e a s  4 t h $ ~ u g h  1 .0~-cos t  o r  
long-term loans ,  o r  through t h e  purchase of equ&ky i n t e r e s t s  i n  
t h e  bus inesses  being a s s i s t e d .  

i , t r  

Rev. ~ u l .  76-419, 1976-2 C.B. 146, exempte4'lan o rgan iza t ion  
t h a t  u t i l i z e d  favorab le  l e a s a  terms a s  an inducament f o r  bus iness  
e n t e r p r i s e s  t o  l o c a t e  i n  i n d u s t r i a l  parks i n  an~~leconornically 
depressed a rea ,  which would r e s u l t  i n  t h e  h i r i n g '  and t r a i n i n g  of  
t h e  underemployed and unemployed i n  t h e  a r e a .  +!(Note that  Rev. 
Rul. 81-284, 1981-2 C.B. 130  ampl i f ied  Rev. Rul. 74-587.) 

Rev. Rul. 77-111, 1977-1 C.B. 1 4 4 ,  involvqd two 
organiza t ions .  The first was f o m a d  t o  increaqbl bus iness  : 
patronage i n  a  d e t e r i o r a t e d  a r e a  by providing iniformation on t h e  ' 

a r e a ' s  shopping oppor tun i t i e s ,  l o c a l  t r a n s p o r t a t i o n ,  and I 

accommodations. The second o rgan iza t ion ' s  puq,o$e  was t o  r e v i v e  
r e t a i l  s a l e s  i n  an a r e a  of economic d e c l i n e  byrbonst ruc t ing  a  
shopping c e n t e r  t h a t  would complement t h e  area's e x i s t i n g  re ta i l  ' 
f a c i l i t i e s .  Nei ther  organiza t ion  was he ld  qo be exempt, because 
neiLher o rgan iza t ion  t a r g e t e d  minority-owneff b q ~ i n e s s e s .  The 
organiza t ions  both operated i n , a  depressed are4, b u t  n e i t h e r  
l i m i t e d  their b e n e f i t s  t o  needy individuals,or,businesses. 

--.- 
Rev. Rul. 75-470, 1975-2 C.B. 207, he ld  t h a t  a nonpr0fj.t 

i 
organiza t ion  fcnned t o  promote an  apprec ia t ion  igf h ~ s t o r y  2hrough 
t h e  a c q u i s i t i o n ,  r e s t o r a t i o n ,  and p r e s e r r a t i o n  oL homes, 
churches, and pub l i c  bu i ld ings  having s p e c i a l  h 4 i t o r i c a l  
s i g n i f i c a n c e  o r  a r c h i t e c t u r a l  s i g n i f i c a n c e  and t o  open the  
s t r u c t u r e s  f o r  viewing by t h e  genera l  pub l i c  q u a l i f i e s  f o r  
exemption under s e c t i o n  501(c ) (3 )  of t h e  Code. 

Rev. Rul. 86-49, 1986-1 C.B. 243, he ld  that an o rgan iza t ion  
formed f o r  the purpose of preserving the h i s t o q i c  o r  
a r c h i t e c t u r a l  c h a r a c t e r  of a  community through ,the a c q u i s i t i o n  
and occas ional  r e s t o r a t i o n  of h i s t o r i c a l l y  o r  a q c h i t e c t u r a l l y  
s i g n i f i c a n t  p r o p e r t i e s ,  and subsequent d i s p o s i t i o n  of  these 
p r o p e r t i e s  sub j ect t o  r e s t r i c t i v e  covenants quali f ias ?or  
exemption under s e c t i o n  501(c ) (3 )  of the Code. 
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Your c r e a t i n g  document dri 2 s  n o t  ded?cate+&$ur a s s e t s  t o  an  
exempt purpose. You t h e r e f o r e  f a i l  t h e  organjidtttional t e s t  of 
s e c t i o n  1.501 (c) (3)  -1 (b)  (1) of t h e  regulationdh!, 

; ck?,,; I 
Similar t o  t h e  two o rgan iza t ions  descr ib4  i n  Rev. Rul. 77- 

111, above, you o p e r a t e  i n  a depressed are&, you do n o t  l i m i t  
your programs t o  needy i n d i v i d u a l s  o r  busihes8 .  his h'dual 
t a r g e t t t  approach is ev iden t  i n  our  published $recedents.  For 

I 
example, i n  Rev. Rul. 74-587, 
t a r g e t e d  i ts programs t o  high 
mdinly low-income groups, ft 
programs t o  those  bus inesses  
funds through conventional  commercial 
f i n a n c i a l  r i s k s ,  o r  bscause of being a 
o t h e r  disadvantaged group. Simf l a r l y ,  
above, t h e  o rgan iza t ion  n o t  only 
a b l i g h t e d  a r e a ,  it a l s o  gave preference  t o  prgspect ive  t e n a n t s  
w i t h  h i r i n g  p o l i c i e s  conform:ng t o  cu r ren t  f a $  'employment 
l e g i s l a t i o n ,  ancl which agreed t o  hire a s i g n i q , c a n t  number of  
p r e s e n t l y  ux~employed p a r s a i s  i n  t h e  a rea  and $ ! t r a i n  them i n  
needed s k i l l s .  Also, i n  R e v .  R z l .  76-408, abqve, t h e  
o rgan iza t ion  n o t  only provided t h e  in teres t - fddb home r e p a i r  
loans  i n  a badly d e t e r i o r a t e d  urban r e s i d e n t i b b a r e a ,  it a l s o  
l imi ted t h e s e  loans  t o  low income homeowners 4 3 b are unable t o  
ob ta in  l o a n s  elsewhere. on the b a s i s  of thesqdrul ings ,  w e  
concluda t h a t  your organiza t ion  dces n q t  cbmb 
d e t e r i o r a t r o n ,  w i t h i c  the meaning of s e c t i o n  
Code. 

; 'I 
Though you have i n d i c a t e d s t h a t  you a r e  p $t of t h e  n a t i o n a l  

 program, you have provided no a v i  2 ence t h a t  any of 
the b u i l d i n g s  t h a t  you a r e  he lp ing t o  r e v i t t l i a e  tire l isted on 
" the  Nat ional  Register ."  Nor have you provided any evidenc:o t h a t  
any of t h e s e  bu i ld ings  have e i t h e r  h i s t o r i c a l  $r architecfzdral 
s ign i f i cance .  Rev. Rul. 75-470, above, and Rev. Rul. 86-49, 
above, bo th  l i m i t  exemption t o  organiza t ions  p r e s e r t i n g  b u i l d i n g s  
w i t h  h i s t o r i c a l  o r  a r c h i t e c t u r a l  air-nificance; On tha b a s i s  of 
these r u l i n g s ,  w e  conclude t h a t  your organizaf\on is n o t  
organized o r  operated f o r  h i s t o r i c  ~ r e s e r v a t i h  purposes, wit!!in 1 t h e  meaning of s e c t i o n  SO1 (c) (3) of  t h e  code. _i 

I /  

Your r e v i t a l i z a t i o n  program is primar$ly !hesigned t o  b e n e f i t  1 
t h e  downtown bus inesses  and this is n o t  an exempt a c t i v i t y .  
Therefore,  according t o  sec t ion  1.501 (c) (3)  -1 (a) (1) of the 
r e g u l a t i o n s ,  you cannot be regarded as "operaqqd exc lus ive lym f o r  
one o r  more exempt purposes because more tl)an bn i n s u b s t a n t i a l  
pa* of your a c t i v i t i e s  is no t  i n  fur therance  !a$ an exempt 
purpose. T h i s  nonexempt purpose is s u f f i c i e n t i i n  degree t o  
precludu you from qua l i fy ing  f o r  t a x  exemption under the 
r a t i o n a L e  of Bettzr Business Bureau v,  United - 9tq.Q.s. 
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Furthermore, while your downtown revita*¥zation program dces
have some broad public benefit, it also resu~es'in direct and
substantial private benefit,to the downtown l!)~~inesses
within the meaninq of section 1.501(c) (3)-1(dl(1) (ii) of the
regulations. d!

I ,!~\

Because you fail to meet the orqanizati~~al and operational
tests described in th~ regulations, you are ~~t exempt from
il",come ta:c under sac~ion 501(C) (3) of th.e co&..J. Contributions to~
yuu are not deductible under sectlon 170 ot I~e Cor.~.. You must
file federal income tax returns~ t\~f; \

' You have the riqht to protest this ~li~~ it you believe it
is incorrect. '1'0 protest, you should SUbmit). statement of' your
views, with a full explanation of your reaso~)~f\q. This
statement~ 3iqned by one of your officers! m~lt be sUbmitted
withir. 30 days fr~m the date of this lettfr.t!,!','~,;YOU also have a
riqht. co a conference in this office afte~ Yll>f1t' statement is
submitted. You must request the conference,~i,'"t you want one,
when you file your protest statement. It"'yog.}:are to be
represented by someone who is not one of youi-~';officers, that
person will need to file a proper power of at~brney and otherwise
qualify under our Conference tnd Practices Re~irements.

{

If you do ~'\ot pro~, 'It this rulinq in a t~1JlelY manner, it
will be considered by tne Internal Revenue SetVice QS a failure
to exhaust available administrative rem8dies~'~},Section 7428 (b) (2)
of the Code provides, in part, that a declara~ory jUdqement or
decree under this section shall not be issue<ilLn any proceedinq
unless the Tax Court, the :1.aims Court, or tb,:i,: D~strict Court of
the United States for the District of columbli~'determines that
the orqanization involved has exhausted admi~'.trative remedies
available to it within the Internal Revenue Sitvice.

',:, !~ ,;\) i

. ..~.

If we do not hear from you within 30 daj~, this rulinq will
become final and copies will be forwarded; to!:ltour K(.~y District
Director in Atlanta, Georqia. Thereaftelr~ a6f" questions about
your federal income tax status should be ~d~~,s_'l to that
office. The appropriata State Officials wil~~be notified of this
action in accordance with Code section 6104 (~tl'~

" ,',

sendinq additional letters to us wi~n respect to this
will expedite their receipt by usinq the followinq. '(

'I'.

Attn: ,
Internal Revenue serVice
1111 Constitution AVenue, N.W.
lIashinqton, D.C. 20~2,·~.
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I f  yo; have any questions, please c o n t a d  tho person 'whose 
name and telephone number are shown i n  the  heading of  t h i s  
letter. 

I 

Sincerely yours, 

cc: DD, Atlanta 
Attn: EO Group 

+ *  d 
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Chief, Exempt drganizations 
Rulings Brahah 2 




